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“The value added tax is one which ultimately rests on the 
consumer.”
“. . . countries which have adopted a value added tax have 
an advantage over the United States in international trade. 
Under the General Agreement on Tariffs and Trade, value 
added taxes can be deducted from the price of any pro­
duct exported, but it is not possible for United States 
exporters to deduct a portion of the income taxes they 
pay from the prices of goods sold in international trade.” 
“The Task Force did conclude, however, that, if the need 
for substantial Federal revenue should ever arise, the 
government should turn to the value added tax or to some 
other form of indirect taxation rather than to an increase 
in rates of the corporate or personal income tax.”
THE KRAVITZ FAMILY­
ACCOUNTANTS EVERY ONE! 10
EDITOR’S NOTES
In This Issue
Some years ago this Editor first noticed the 
phrase “value added tax” appearing occasion­
ally in magazines and newspapers, usually in 
an article exploring some way to raise more 
federal revenue. We see the phrase more fre­
quently today (perhaps in tandem with the 
apparently ever-increasing need for more fed­
eral revenue); we consider ourselves fortu­
nate to be able to present a most clear explan­
ation of this mysterious-sounding tax in the 
manuscript entitled “Value Added—A Tax New 
To The United States” which begins on page 5.
We hope all our readers will read the story 
beginning on page 10. A family of accountants 
—one man and five lovely women—should 
encourage many a young person to consider 
accounting.
The Role of the Accounting Profession
We accountants have always had a fairly 
clear concept of just what was the role of the 
accountant in industry, in public practice, in 
education—at least this Editor felt that she 
did.
One wonders today, however, just what roles 
are to be played by whom—and how much the 
roles will change in the next five to ten years.
Fireworks seem to be nearing—or upon us! 
Consider some of these developments.
—Great debate among CPAs (including those 
now serving on the Accounting Principles 
Board) as to how it should function and what 
it should be doing.
—Even greater debate from members of 
business management who suggest that it is 
they—not the APB—who should be establishing 
accounting principles—or, at a minimum, that 
they be consulted early and that they help 
in the establishment of such principles.
—Congress enacts legislation which says no 
taxpayer shall be required to use any partic­
ular method of accounting (see the Tax Forum 
for more on this subject)—and the accounting 
profession is up in arms over Congress’ attempt 
to establish accounting principles.
—Many businesses are attempting to improve 
the social environment, and no one seems able 
to quantify their efforts (surely a report that 
a company contributed $150,000 in manpower 
to an anti-pollution project does not tell the 
story. The stockholder may feel that $150,000 
of time should have been spent working 
towards more earnings for him). Determining 
—and auditing—social impact may be the most 
significant and difficult area which we will 
face.
—A Study Group established by the AICPA 
for the purpose of refining the objectives of 
financial statements (which might make obso­
lete some or all of our current principles?)
Perhaps this Study Group should have been 
first on the profession’s agenda. The charge 
given to the Study Group by the Board of 
Directors of the Institute has some searching 
thoughts. “It also raises the question of 
whether a single set of statements and a single 
set of standards can provide the diverse infor­
mation.” and “The study will require consider­
ation of criteria for determining what resources 
and obligations should be recorded, when they 
should be recorded, how they should be 
measured and how the changes in recorded 
amounts should be reported.”
All in all, we accountants are in for some 
exciting, difficult (the lazy and content will 
surely perish), and, hopefully, rewarding years.
Editorial Staff Changes
Each issue seems to bring more changes in 
the personnel responsible for the publication 
of THE WOMAN CPA. The Presidents of 
ASWA and AWSCPA have recently announced 
the appointments of a new Special Editor and 
another member of the Editorial Board.
Special Editor
Margaret L. Bailey, CPA, is the new Editor 
of “Theory and Practice,” the column devoted 
to current studies and concepts in the fields 
of accounting and auditing. Mrs. Bailey has 
her own accounting practice in Wheat Ridge, 
Colorado.
“Theory and Practice” is considered to be an 
exceptionally fine example of what should be 
published in a professional accounting journal. 
We believe the fact that the editorship of this 
column has passed from the hands of a mem­
ber of the “big eight” to those of a sole prac­
titioner is a mark of the breadth of expertise 
within the membership of the two societies 
that publish this magazine.
Mrs. Bailey was National President of the 
American Society of Women Accountants in 
1965-66. She is also a member of AICPA and 
a very active member of the Colorado Society 
of CPAs, whom she has served as Director, 
Secretary, Treasurer, and Vice President. She 
served five years on the professional ethics 
committee and is currently on the continuing 
education committee.
Editorial Board
The newest member of the Editorial Board 
is Genevieve F. LaBarba, CPA, who is a Re­
gional Staff Auditor with the San Francisco 




NEW TO THE UNITED STATES
Taxes are always in the news—but usually they aren’t very new. The author discus­
ses here a relatively new type of tax (which is being increasingly used in Europe and 
which is being discussed frequently today in the U. S.).
In these days of soaring expenditures at all 
levels of government, officials are constantly 
looking for new ways to increase revenue. 
Recently attention has been given to a form 
of taxation called the “value added tax,” or 
VAT for short. It has been reported in the 
press from time to time that the Administration 
will propose a value added tax as a central ele­
ment in a major reform of the U.S. tax system. 
The value added tax is becoming widely used 
in Europe, where it is usually known as TVA, 
the initials for the French words “Taxe sur la 
valeur ajoutée.”
The value added tax is a deceptively simple 
form of taxation whose origins are somewhat 
obscure. The tax was adopted in France in 
1954 and is now in effect in some of the coun­
tries of the European Economic Community 
(usually know as the Common Market) and 
will be in effect in all those countries by 1972.1
Legislation was passed in Japan calling for 
the adoption of a value added tax on January 
1, 1952; but an argument over whether there 
was any distinction between a sales tax and a 
business tax based on sales and the nature of 
the distinction in case one existed caused the 
plan to be abandoned in 1954 without ever 
having been put into effect.2 A newspaper 
article stated that the idea of the value added 
tax has been discussed on and off in Washing­
ton for the past 41 years which would give 
the origin of the idea a 1929 date.3
As explained in a number of popular articles, 
the idea of the value added tax appears to be 
simple. The implementation of the idea is 
much more difficult. This article will attempt
Mary E. Burnet, CPA 
Rochester, New York
to explain what is meant by a value added tax, 
some of the problems encountered in imple­
menting the tax, some of the economic effects 
of such a tax, and some of the advantages and 
disadvantages of a value added tax in com­
parison with other forms of taxation.
What It Is
The value added tax is one which ultimately 
rests on the consumer. Consumption taxes con­
sist of three basic types: the sales tax which 
is paid on purchases made- by the consumer 
(sometimes known as a single stage tax); the 
value added tax, which is a -multi-stage non- 
cumulative tax; and the cascade tax, which is 
a multi-stage cumulative tax sometimes known 
as a general turnover tax. Under the value 
added tax system, tax is levied each time a 
product or its components are sold, but only 
on the value added at each stage.
From the point of view of the individual 
businessman, value added is considered to be 
the difference between the gross receipts from 
the sale of goods and services at one stage of 
production and distribution and the cost of 
raw materials and supplies, services, etc. ac­
quired from businesses in the preceding 
stages. The value added consists of wages and 
salaries, payroll taxes paid for labor and man­
agement, taxes paid, rentals, royalties and in­
terest payments made to carry on the business, 
and, finally, the net profit before income taxes.
Methods of Implementing a
Value Added Tax
There are various ways of calculating the 
MARY E. BURNET, CPA, is an Associate Professor at Rochester Institute of Technology. Miss 
Burnet has a master's degree in business administration from Xavier University, Cincinnati, 
Ohio.
Prior to entering the field of education, Miss Burnet had a varied business career—she 
was accountant for a firm that caught and froze shrimp, business manager of a hospital, and 
editorial assistant for a publishing company.
She has just completed revising an accounting textbook soon to be published.
She is a member of the AICPA, the New York and Ohio Societies of CPAs, American 
Accounting Association, AWSCPA, and ASWA, and was the first president of the Rochester 
Chapter of ASWA.
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tax on value added. Under the sales method, a 
manufacturer at the first stage of production 
and distribution pays a tax on the amount of 
his sales to a wholesaler and then adds the 
amount of the tax to his invoice. When the 
wholesaler sells to a retailer, the wholesaler 
subtracts the amount paid to the manufacturer 
including the value added tax and pays tax on 
the value he has added to the product. The 
retailer, in turn, subtracts the amount paid to 
the wholesaler including the value added tax 
and pays tax on the amount by which he also 
has increased the value of the product. The 
consumer pays the price charged by the re­
tailer and gets no refund for any of the taxes 
paid by any of the businesses in the chain of 
production and distribution. Since the amount 
of the tax is included in each sale until the 
product reaches the consumer, the consumer 
is paying the full amount of the tax.
The table below illustrates the process of 
collecting the tax and also the total amounts 
paid at each stage of the production and dis­
tribution process. It is assumed that the rate 
of tax is 10%
Note that the manufacturer is not allowed 
a tax credit, but adds the amount of the tax 
he pays to his invoice to the wholesaler so that 
the tax does not cost the manufacturer any­
thing. The wholesaler has added $100 to the 
value of the merchandise and he pays a tax 
equal to 10% of the added value. At the same 
time, the wholesaler adds $30 to his invoice to 
the retailer and receives credit for the $20 he 
paid the manufacturer. The retailer adds $125 
to the value of the merchandise and he adds 
$42.50 to his invoice to the consumer and re­
ceives a credit of $30 for the tax he paid to 
the wholesaler. Although the total tax of $42.50 
is paid at different times by different busi­
nesses, the entire amount of $42.50 is included 
in the purchase price of $467.50 which is paid 
by the consumer. Since the consumer does not 
get a refund on any of the tax, he is paying the 
entire amount.
There are at least two ways of calculating 
the tax on value added. One method is the 
additive or sales method in which the basis 
for assessing the tax is determined by adding 
the value-creating factors used in the produc­
tion and distribution processes. Both the 
French and German taxes on value added 
follow the additive method. There is also a 
subtractive method known as the “tax credit” 
method in which taxes paid at previous stages 
are subtracted from the tax calculated on the 
gross sales of the company. Both the sales 
method and the tax credit method give the 
same results if the tax rates on goods and ser­
vices are the same at all stages; but, if the 
rate at a second stage, for example, is higher 
than at the first stage, the tax credit method 
will result in a higher tax than will the sales 






Sale by Manufacturer $100 $100
Tax rate 5% 5 5
Sale by Wholesaler $150 $150
Tax rate 10% 15
Credit for prior tax 
Credit for prior sale
5
100
Value added $ 50
Tax rate 10% 5
Net tax payable $ 10
Total tax $ 15 $ 10
In order to avoid the impossible situation
of having taxes paid on each transaction, tax­
able entities are required to remit the tax at 
intervals, usually once a month. Information 
must be given for the tax payable and for the 
credits due the taxpayer for the preceding 
period.
Credit for capital goods and general costs
Some value added tax plans call for deduc­
tions for depreciation on capital goods and 
for general costs. Capital goods would be those 
normally classified in a firm’s balance sheet as 
property, plant, and equipment. General costs 
would include purchases of goods and ser­












facturer $200.00 $20.00 $220.00 $20.00
Sale by Whole­
saler 300.00 30.00 330.00 $20.00 10.00
Sale by Re­
tailer 425.00 42.50 467.50 30.00 12.50
$42.50
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or distribution of the goods but which are 
neither raw materials nor capital goods.
Credit for value added taxes paid on capi­
tal goods can be given immediately in the year 
in which the goods are acquired, or the tax 
paid can be deducted on an amortization basis 
which would spread the refund of the tax 
paid over a number of years. Some believe that 
theoretically the amortization method of grant­
ing tax credits for capital goods is preferable 
to the immediate credit method but that the 
amortization method gives rise to serious ac­
counting problems. The amortization method 
also acts as a deterrent to new investment 
because business suffers a loss of interest when 
the value added tax paid on capital goods is 
not refunded immediately.
From an economic point of view, granting 
tax credit on an amortization basis has a stab­
ilizing effect on the economy because the tax 
credit will be spread over the useful life of 
the capital goods. If the useful life extends 
over a number of years, it will tend to have 
an anticyclical effect since tax credit for 
capital goods purchased during a period of 
increasing business activity may be received 
by the purchasers in a period of decreasing 
business activity.
On the other hand, the granting of an im­
mediate refund of the tax paid on capital goods 
tends to be destabilizing since both the tax 
levy and the credit for prior tax paid are de­
pendent on the volume of new investment. 
Fluctuations in new investment will vary close­
ly with changes in the economic situation 
since increased business activity usually results 
in increased investment and decreased business 
activity causes a reduction in investment with 
the result that the swings in the business cycle 
are increased. During the accelerating phase 
of the business cycle, if taxes paid on capital 
goods are refunded immediately, businesses 
will receive tax credits at a time when, pre­
sumably, business is profitable and will not 
receive tax credits during a period of de­
creasing business activity when a tax credit 
would be helpful.
From a fiscal policy point of view, the amor­
tization method of granting tax credit on pur­
chases of capital goods seems preferable. On 
the other hand, if the value added tax is re­
garded as a general consumption tax, the 
system of immediate tax credit for tax paid on 
capital goods is felt to be more suitable than 
the amortization method. The European Eco­
nomic Community Commission regards the 
value added tax as a general consumption 
tax and chose immediate credit for prior taxes 
paid on capital goods even though capital 
goods are not consumed immediately.4
Economic Effects of a Value Added Tax
Before a value added tax is adopted, the 
economic effects of such a tax should be con­
sidered. If a value added tax were levied in 
addition to existing taxes, the price level would 
go up roughly in an amount equal to the tax. 
A more serious problem is the regressive na­
ture of value added taxation. A tax paid by 
consumers falls more heavily on lower income 
groups who spend a greater part of their in­
come on consumer goods than do people in 
higher income brackets. A change from corpor­
ate income tax to a value added tax could 
cause total taxes to fall even more heavily on 
the consumer than is true at present. Dan 
Throop Smith points out that, in both economic 
theory and in popular opinion, the belief has 
been held that the corporate income tax is 
paid by the corporation and cannot be shifted 
forward to consumers. Although it is difficult 
to determine the extent to which income taxes 
can be shifted forward, the income tax may 
be regarded as an element of cost with the 
result that business decisions on prices and on 
investment in capital goods are based on 
planned rates of return after taxes. The tax­
is thus shifted forward to the extent that prices 
are set to meet a planned rate of return. If a 
value added tax were substituted for the cor­
porate income tax, the increase in prices would 
depend partly on the extent to which con­
sumers are paying the corporate income tax- 
through higher prices than would exist other­
wise.5
Depending on the amount by which the 
corporate income tax and the value added tax 
are shifted forward to the consumer, the sub­
stitution of a value added tax for a corporate 
income tax will be inflationary or deflationary. 
Although the value added tax is paid by the 
consumer, businesses engaged in various stages 
of the production and distribution processes 
might lower their prices in order to meet 
competition and thus, in effect, absorb part of 
the value added tax. Henry Aaron has calcu­
lated that, with a value added tax of 6.21% 
substituted for the income tax and an assump­
tion that half of an income tax or value added 
tax would be shifted to the consumer, the price 
index of 32 classes of items purchased would 
be 101.1%, which would be inflationary. If it 
is assumed that 100% of both income and value 
added taxes are fully shifted, with a value 
added tax rate of 6.21%, the price index of 
the same 32 classes of items would be 99.9%, 
which would be slightly deflationary.6
Another economic effect of less importance 
than the shifting of tax burdens to consumers 
would be the tendency for firms to integrate 
7
vertically. If a manufacturer both produced 
and sold his product to the ultimate consumer, 
the tax would be collected only at the time of 
the final sale. To the extent that vertical inte­
gration permitted products to be produced and 
sold more cheaply, the amount of the tax paid 
by the consumer would be less. The account­
ing problems also would be less because the 
tax would be collected only at the time of the 
final sale. If the integration took the form of a 
manufacturer owning a wholly owned sub­
sidiary for distributive purposes, the tax would 
probably have to be paid on the transfer from 
the manufacturer to the sales organization, 
but the wholesaling function would be elim­
inated and the price to the consumer might 
be less. A great deal, of course, depends upon 
the efficiency with which the corporation con­
ducts its business.
Walter Missorten also points out that the 
economic effects of a value added tax will 
vary depending upon the types of businesses 
and professions which are required to pay the 
tax. It is sometimes contended that agriculture 
should be excluded, partly because many farms 
are small and records kept by some farmers 
are inadequate.7 It may be questioned whether 
agriculture should be excluded in this country, 
where farms are becoming larger and are 
sometimes million dollar corporations. Under 
the proposal of the Council of the European 
Economic Community, agriculture would be 
included in the value added tax system and 
agricultural products would be taxed at a re­
duced rate or rates.
It is also sometimes argued that retailers 
should be excluded from the value added tax. 
Their inclusion would add considerably to the 
work of tax administration; but if it is decided 
to exclude retailers, the question arises as to 
how the retail function should be separated. 
Some large retailers have their own manufac­
turing plants and sometimes manufacturers 
have their own retail departments. Missorten 
also points out that, if retailers were excluded 
from the value added tax, other businesses 
might cease to purchase supplies from them 
since the retailers would not be able to list the 
value added taxes on the invoices they send out 
and the buyer would have no possibility of tak­
ing credit for all taxes paid on the goods at 
prior stages.8
The Value Added Tax and 
International Trade
One reason for the interest in the value 
added tax in the United States is that it is 
considered to be an effective way of raising 
revenue. Another reason is that countries 
which have adopted a value added tax have 
an advantage over the United States in inter­
national trade. Under the General Agreement 
on Tariffs and Trade, value added taxes can 
be deducted from the price of any product 
exported, but it is not possible for United States 
exporters to deduct a portion of the income 
taxes they pay from the price of goods sold in 
international trade. At the same time, countries 
having a value added tax system add an 
amount known as a border tax to the price of 
imports equal to the value added tax charged 
on the same items produced domestically. 
Since the United States does not have a value 
added tax, such an amount cannot be added to 
the prices of goods imported into this country.
Advantages of a Value Added Tax
The following are some of the alleged ad­
vantages of the value added tax in comparison 
with our present system of taxation.
1. It is believed that a low rate value added 
tax would bring in enormous amounts of 
money. With U.S. consumer spending 
on goods and services amounting to about 
$600 billion annually now, an across-the- 
board 10% rate would yield $60 billion.9
2. The value added tax would help the 
United States in international trade es­
pecially with countries that have value 
added taxes under which exports are ex­
empt from tax and imports are taxed in an 
amount equal to the tax on domestically 
produced products.
3. Dan Throop Smith believes that the value 
added tax has a very great advantage not 
FROM OUR PAST
". . . Our plant was one of those which the O.P.A.C. picked for price control figures in the frame 
industry. In order to give them the cost figures they wanted, I made quite a study of the cost problem 
involved . . ."
THE WOMAN CPA
February 1942
And now thirty years later we wonder if that plant is once again making a study of its costs to 
support a price increase request to the Price Commission established under Phase Two.
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only for business but for the country. The 
corporate income tax penalizes companies 
that use extensive capital as compared 
with those that use extensive labor. This 
appears not to be in the national interest 
because the justification for high wages 
is based on increasing productivity and 
increasing productivity requires more in­
tensive use of capital.10
4. The value added tax tends to curb tax 
evasion since it is collected on the basis 
of the bills that businesses pay. Each 
businessman in order to justify refunds on 
the value added tax he has paid on his 
purchases will have to be able to prove 
in detail what he bought from each sup­
plier and sold to each customer. There is, 
however, less evasion of income taxes in 
this country than there is in some of the 
European countries, which makes the 
advantage of curbing tax evasion here 
less important than it is in Europe.
5. In comparison with the corporate income 
tax, some persons feel that the value 
added tax is fairer because the income 
tax is levied only on net profits. Profitable 
companies have to pay for their success 
while those that are inefficient and lose 
money are not taxed.
Disadvantages of a Value Added Tax
The alleged disadvantages of the value 
added tax include the following:
1. Value added is not a precise concept. It 
always needs to be defined. It does not 
seem, however, that this is an insurmount­
able problem. Many things in our federal 
income tax law and regulations are not 
precise. Differences of opinion between 
taxpayers and the Internal Revenue Ser­
vice are often settled in the courts.
2. The unions and consumer organizations 
have objected to the regressive nature of 
the value added tax. It is believed that 
the tax would fall hardest on the low in­
come groups who will be spending all of 
their income. The tax is also objected to 
by those who believe that corporate in­
come taxes are paid by corporations and 
are not reflected in retail prices.
3. It is said that the value added tax is ex­
pensive to administer and would require 
extra personnel to collect it. The Neddy 
Council in Great Britain studied the ad­
ministration of the value added tax and 
concluded that the number of extra civil 
servants needed in that country would 
be about 7,000. The purchase tax is col­
lected at 65,000 points, but the value 
added tax would be collected at 2,000,000 
points, which would require the extra 
7,000 employees. If the entire retail and 
consumer services sector were excluded 
with a major loss of yield, the number 
of collection points would be reduced 
to 1,000,000.11
4. Some of the difficulties of including cer­
tain segments of the economy such as 
agriculture, retailers, etc. have been 
pointed out. Suggestions have also been 
made that, in order to keep the tax from 
weighing so heavily on low income 
groups, food and other basic necessities 
should be taxed at lower rates than other 
items. These exclusions and low rates, 
however, would result in much less tax 
being collected than if a 10% rate were 
applied across the board.
5. The value added tax would cause an in­
crease in the cost of living equal to the 
amount by which prices were increased to 
cover the tax. It is interesting to note that 
an article in “The Economist” in June 
1968 stated that the value added tax 
was expected to come into force in Hol­
land on January 1, 1969, and that the 
official estimate was that consumer goods 
prices would rise by about 1% on the aver­
age.12 An article in the Rochester (New 
York) “Times-Union” in December 1970 
reports that when the tax was introduced 
in Holland on January 1, 1969, prices 
on the average rose 5% in three months. 
It was felt that retailers often used the 
value added tax as an excuse to raise 
prices far more than the tax justified.13
6. A study by Henry Aaron indicates that 
the impact of the value added tax would 
differ sharply from industry to industry. 
The study involved the differences in the 
degree to which the value added tax and 
the corporate income tax are shifted 
forward to the consumer. Agriculture 
would be penalized by the change to 
value added tax under most shifting as­
sumptions unless value added in agri­
culture were effectively excluded from the 
tax base. Also under the most plausible 
uniform shifting assumptions, transporta­
tion and warehousing, oil and gas, hotels 
and services, construction, lumber and 
wood products, and auto repair services




Some time ago we were informed that “one of our New York CPA members has a 
couple daughters who are CPAs. It might make a good story.” Upon investigation, we 
discovered an entire family of accountants. We believe all our readers will be interested.
Why not choose accounting? Many ask— 
and the answers are varied. In the greater 
New York area is a family that obviously an­
swered “Why not!”
Would you believe—a family of six, in 
which five are practicing accountants? And 
the sixth is a high school student who is 
taking a course in accounting.
The family includes Philip B. Kravitz, CPA, 
and Dorothy S. Kravitz, CPA—senior partners 
in Kravitz & Kravitz, CPAs— and their daugh­
ters, Eileen Brenner, CPA, Sharon Bloom, 
Gail, and Bobin. Dorothy and Philip Kravitz 
have a prosperous accounting practice in 
Great Neck on Long Island. Combining their 
office and their home at one location perhaps 
helped them squeeze so much into each day 
—for both have been active in professional 
societies and civic organizations, have taught 
accounting, and have raised four charming 
daughters who appear to be following in their 
parents’ footsteps.
Their oldest daughter, Eileen (Mrs. Robert 
Brenner), a graduate of New York University, 
is a CPA with a small daughter. Working part 
time while she adjusts to motherhood, Eileen is 
considering specializing in estate taxation.
Daughter Sharon (Mrs. Arnold Bloom) is a 
graduate of Adelphi University. Sharon has 
passed three parts of the CPA exam. Now the 
mother of two small children, she has started, 
on a small scale, her own accounting practice. 
According to her mother, Sharon manages her 
accounts very well.
Daughter No. 3 is Gail, who graduated from 
Boston University and is employed as a senior 
assistant by Haskins & Sells in New York. She 
took the November 1971 CPA exam and is 
now waiting for the results. Gail was recently 
appointed an associate editor of “600 Minutes,” 
the H & S New York Office monthly publica­
tion.
All three of 17-year-old Robin’s sisters ma­
jored in accounting in college. We can only 
guess that Robin, now a high school senior, 
will also major in accounting. Their mother, 
Dorothy, indicated that “we suggested taking 
accounting in the high school they attended. 
They liked it very much and received very high 
grades in it so they continued the courses into 
college.”
Accounting has been a part of the Kravitz’ 
life since college days at St. John’s University 
in Brooklyn. Both Dorothy and Phil majored 
in accounting; it was Phil who inspired Doro­
thy to go into accounting. Dorothy worked as 
a bookkeeper during her college days.
They married just after graduation and both 
worked in small CPA firms to gain the necessary 
experience—Dorothy without salary (for jobs 
were hard to find and females definitely did 
not get first preference!). They soon estab­
lished the accounting practice which had be­
gun earlier with some accounts while they were 
still in college. Dorothy realized that she had 
a particular interest in taxes and has special­
ized in that area. Phil is the “generalist” of 
the firm with skills in all areas.
Dorothy continued to work during the years 
of raising their family. Both Dorothy and Phil 
shared in such daily tasks as cooking, child 
care and discipline, etc; two incomes made do­
mestic help financially feasible; four “devoted 
parents” helped to solve child care problems 
when the tax season descended. Obviously 
having their office right at home saved many 
precious hours each week. Perhaps more im­
portant—they have exhibited great teamwork 
and the desire to share a profession as well as 
a family life. As Dorothy indicated, “When 
one has a definite goal in mind, one can over­
look minor problems.”
All the Kravitz girls have worked in the 
family business—during summer vacations, tax 
times, between jobs—whenever they were 
needed. Most started working in Kravitz & 
Kravitz when they were 13; they were paid 
well and knew they could quit if they found 
it too difficult to work for their parents.
Dorothy and Phil find time—somehow!—to 
play bridge (a particular favorite of theirs), to 
golf, to travel, and to be exceedingly active in 
civic, professional, and church activities. They 
like working together and “we still enjoy our 
evenings together with the same friends, hob­
bies, and family.”
They share their knowledge with others 
beyond their family and their clients. Both 
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have taught accounting courses (for the small 
business man, the professional man, the non­
accountant) and taxation in the adult educa­
tion courses in their hometown of Great Neck. 
In addition, Phil has been Professor of Ac­
counting at Columbia University and Long 
Island University. And both have been speak­
ers at various career conferences for both col­
lege and high school students.
Among her many civic activities, Dorothy 
is currently the Treasurer of the local chapter 
of Women’s American ORT. She served for 
five years on the Executive Committee of the 
Great Neck March of Dimes. Dorothy has 
served on the Executive Board of the Nassau- 
Suffolk Chapter of the New York Society of 
CPAs, as well as on the taxation committee and 
as chairman of the committee on cooperation 
with educational institutions.
Phil’s activities almost boggle the mind. He 
has been extremely active on many committees 
of AICPA, the New York Society of CPAs, 
and the local chapter of the New York 
Society. In addition, he is a dedicated and 
a very active member (currently District 
Treasurer) of Rotary International (a nine- 
year perfect attendance record should be evi­
dence enough!), of the Knights of Pythias, and 
of the Great Neck Chamber of Commerce. He 
has served on the local selective service board 
and the Office of Price Administration. Small 
wonder that he was Great Neck’s “Citizen of 
the Year” in 1962!
Gail has indicated that some people think 
her family is “strange” or “weird;” but she said 
that “if I had to do it all over again, I would 
have it just as it is today.” We find this great 
assurance that this family truly enjoys its 
collective profession of accounting.
Does accounting appeal to all ages? Can 
a woman combine marriage and career? If she 
does so, is there time for anything else? We 
do believe the Kravitz family has answered 
these questions with a very definite “yes.”
Philip Kravitz Dorothy S. Kravitz Robin Kravitz Gail Kravitz Eileen Brenner Sharon Bloom
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VALUE ADDED—
(Continued from page 9) 
would face higher taxes and the need to 
raise prices and/or to lower payments to 
one or more factors of production.
On the other hand, utilities, communi­
cations, automobiles, aircraft and other 
transport equipment, chemicals, plastics, 
drugs and paints, radio and TV broad­
casting, tobacco, and ordnance would en­
joy major reductions in tax liabilities and 
the ability to lower prices and/or to raise 
payments to one or more factors of pro­
duction.14
Price increases and decreases in various 
industries would cause changes in demand 
and would cause adjustment problems 
for both capital and labor.
7. Companies which make no profits would 
be required to pay a tax on the value 
they add to the products they produce 
even though they have not made a profit.
The Report of The President’s Task 
Force on Business Taxation
On September 22, 1969, the President an­
nounced the establishment of a Task Force on 
Business Taxation, with John H. Alexander of 
Mudge, Rose, Guthrie, and Alexander as chair­
man. The Task Force was to concentrate on 
the role of business taxes in promoting eco­
nomic growth, full employment, and a strong 
progressive economy. The emphasis was to 
be on long range goals for business tax policy.
In a report issued in September 1970, the 
Task Force concluded (with two members 
dissenting) that it is not in favor of adopting 
a value added tax system as a substitution in 
whole or in part for one or more of the exist­
ing Federal taxes. The Task Force did con­
clude, however, that, if the need for substantial
1 The countries currently making up the Com­
mon Market are West Germany, France, The 
Netherlands, Belgium, Luxembourg, and Italy. In 
1973, England, Ireland, Denmark, and Norway 
will become members.
2 Clara K. Sullivan, “The Tax on Value Added” 
(New York: Columbia University Press, 1965), 
p. 5.
3 William Ringle, Rochester (New York) Demo­
crat & Chronical, June 28, 1970.
4 Walter Missorten, “Some Problems in Imple­
menting a Tax on Value Added,” National Tax 
Journal 21 (1968), p. 403.
5 Dan Throop Smith, “Federal Tax Reform” 
(New York: McGraw-Hill, 1961), pp. 189-190.
6 Henry Aaron, “Differential Price Effects of a 
Value Added Tax,” National Tax Journal 21 
(1968), pp. 166-167.
additional Federal revenue should ever arise, 
the government should turn to the value added 
tax or to some other form of indirect taxation 
rather than to an increase in rates of the cor­
porate or personal income tax.
One dissenting member of the Task Force, 
Dan Throop Smith, believes that the need for 
a value added tax in the United States is so 
clear that it should be introduced at the first 
possible opportunity in spite of the problems 
inevitably associated with it or with any other 
tax.
The other dissenting member of the Task 
Force, Norman B. Ture, feels that substitution 
of the value added tax for the corporation in­
come tax should be one of the major avenues 
of long-run reform of the Federal tax system. 
He believes this substitution should be begun 
at the earliest possible moment and should be 
phased in over a five to ten year period.15
Conclusion
The question whether the United States 
should adopt a value added tax is not an easy 
one to answer. It is impossible, in fact, to give 
a definite answer. The tax appears to answer 
Europe’s needs more than it does those of the 
United States. West Germany, for example, 
had a general turnover tax before the introduc­
tion of the value added tax, which means that 
a cumulative tax was replaced by a noncumu­
lative tax. One of the most urgent reasons for 
adopting a value added tax is to place the 
United States in a more advantageous position 
in regard to international trade. Domestically, 
adoption of a value added tax might bring in 
many more millions of tax dollars, but on the 
other hand it might also open a Pandora’s box 
of social and economic problems. If the tax 
were adopted, it would seem advisable to in­
troduce it at a low rate and to study its effects 
carefully before considering it as a replacement 
for the corporate income tax.
7Walter Missorten, Supra note 4, pp. 406-407.
8Ibid, pp. 406-408.
9 Richard F. Janssen, Wall Street Journal, Octo­
ber 12, 1970.
10 An interview with D. T. Smith, “A Replace­
ment for the Income Tax?” Nation’s Business, 
(April 1969), pp. 38-41.
11 Value Added Tax—Studied by the Converted,” 
The Economist, December 9, 1968.
12 “Dutch Taxation—Solvent for the Coalition,” 
The Economist, June 22, 1968.
13 Carl Hartman, Rochester (New York) Times- 
Union, December 28, 1970.
14 Henry Aaron, Supra note 6, p. 172.
15 Business Taxation—The Report of The Presi­
dent’s Task Force on Business Taxation, September 
1970, pp. (v), 72, 75.
12
THEORY AND PRACTICE
Current Studies and Concepts
MARGARET L. BAILEY, CPA, Special Editor 
Wheat Ridge, Colorado
REPORTS ON INTERNAL CONTROL
The Committee on Auditing Procedure of 
the American Institute of Certified Public Ac­
countants issued Statement on Auditing Pro­
cedure No. 49 on “Reports on Internal Con­
trol." The Statement is to be part of a project 
for issuing a comprehensive pronouncement 
on internal control and deals mainly with 
whether the public interest would be best 
served by issuing a report on the auditor’s 
evaluation of internal accounting control di­
rectly to the general public.
After discussing conflicting views, the con­
clusion of this Statement is that the decision 
properly belongs to management or, in some 
cases, to regulatory agencies as to whether 
such reports are to be issued. The Statement 
also sets forth the form of report which should 
be used when it is decided that such a report 
is to be issued.
Since independent auditors are sometimes 
requested to furnish reports on their evalua­
tion of internal control, the purpose of this 
Statement is to improve the understanding of 
such reports. The Statement is to serve as a 
supplement of Chapter 5 of Auditing Procedure 
No. 33, which also deals with internal control.
Nature and Effectiveness of 
Internal Control
A definition of internal accounting control, 
as distinguished from administrative controls, 
is given and a review is made of the cost of 
such a system as opposed to the benefits to 
be derived. The limitations on any system of 
internal control are recognized; for example, 
poor instructions, errors of judgment, careless­
ness, or other personal factors. Likewise the 
effectiveness of the best procedures will de­
pend on such items as proper segregation of 
duties, management errors respecting execu­
tion and recording of transactions, and errors 
during the preparation of financial statements 
which might reflect poor judgment or estimates. 
Even though internal control may have acted 
sufficiently in the past, there is a risk that in 
future periods changed conditions may make 
procedures inadequate or that compliance with 
the procedures may deteriorate.
Auditor’s Study and Evaluation
The auditor evaluates internal control in 
order to determine what reliance can be made 
thereon and the effect internal control will 
have on the nature, timing, and extent of 
audit tests. Internal control is usually divided 
into (1) Accounting controls, which bear 
directly on the reliability of financial records 
and require evaluation by the auditor and (2) 
Administrative controls, which ordinarily relate 
only indirectly to financial records and there­
fore do not require evaluation. Certain admin­
istrative controls may, however, have an im­
portant bearing on the reliability of the finan­
cial records, in which case the auditor must 
consider the need for evaluating such controls. 
The concept of accounting control adopted 
for this Statement includes “any administra­
tive control procedures that have been evalu­
ated by an auditor because he believed they 
had an important bearing on the reliability of 
the financial records.” The auditor’s evaluation 
of accounting control must include, of course, 
the review of the system and tests of compli­
ance. And the auditor’s review and tests of 
internal accounting control should be recog­
nized as only a part of his examination of finan­
cial statements.
Usefulness of Reports on Internal Control
It is evident that reports on internal account­
ing control can serve a useful purpose for 
management, regulatory agencies, and other 
independent auditors. Management is, of 
course, responsible for establishing and main­
taining internal controls. Regulatory agencies 
may also consider it relevant to their primary 
purpose or their examining function. And 
other independent auditors may be concerned 
with internal control because it concerns their 
scope of examination. Each of these groups in­
clude persons whose experience or knowledge 
provides an understanding of the nature and 
effectiveness of internal accounting control and 
the auditor’s evaluation of it. So it is evident 
that reports on internal accounting control can 
serve a useful purpose for these groups.
In contrast to these groups, however, it is 
questionable whether reports on internal ac­
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counting control would be useful to the general 
public. Whereas the foregoing groups are in a 
position to take direct action as a result of such 
reports, the general public can take only in­
direct action—on the financial statements or the 
company’s management. The conclusion is 
reached therefore that reports on internal con­
trol to the general public:
1) would not provide additional credibility 
to audited statements,
2) would result in unwarranted reliance on 
financial statements if there was improper 
understanding of the limitations on the 
system of internal control or, conversely, 
that unduly negative inferences would 
result from improper understanding that 
weaknesses in controls could cause state­
ments to be misleading, or
3) such reports might result in distorted 
appraisals of management performance.
After considering these conflicting views, the 
Committee concluded that the decision as to 
whether reports on the auditor’s evaluation of 
internal accounting control would be useful 
for the general public in particular cases is the 
responsibility of management or regulatory 
agencies having jurisdiction. But, the State­
ment points out, the auditor should never re­
port on his evaluation of internal control to 
the general public in a document that includes 
unaudited financial statements.
Form for Reports
If such reports are to be issued, the Com­
mittee believes the risk of misunderstanding 
can be reduced by adopting a form report that 
describes in detail the objective and limitations 
on internal controls and the auditor’s evalua­
tion of it. The language of the report to be 
used would, in this editor’s opinion, be incom­
prehensible to the general public for it enu­
merates in rather technical terms the purpose 
of review of internal controls and the basis for 
reliance thereon by the auditor. Then it points 
out the limitations on such controls that might 
result because of changed conditions, errors 
in judgment, misunderstood instructions, etc.
The Committee recognized that suggestions 
or comments concerning specific aspects of in­
ternal accounting controls are often submitted 
to management as a result of observations made 
during examinations of financial statements, 
and encourages the continuance of this prac­
tice. But such informational communications 
should be restricted to matters on which the 
specific comments are directed. No overall 
assurance is to be expressed on other aspects 
of a system of internal accounting control un­
less the prescribed form is used.
If the report is the result of a special study 
(such as a study relating to an existing or a 
proposed system) the comment in the preced­
ing paragraph holds true that, if such reports 
express any overall assurance on the system 
of internal accounting control, the form pre­
scribed should be used with only such modifi­
cations as are necessary to describe the pur­
pose and scope of the special study or a re­
striction indicating any special weaknesses 
noted.
THE INVESTMENT TAX CREDIT
When the investment credit first became 
available in 1962, it touched off one of the 
noisiest debates to hit the accounting profes­
sion in many years. The credit was a relatively 
new idea to most members at that time, and 
many suggestions were proposed as to how the 
credit should be reported in financial state­
ments. Some took the position that the credit 
(which originally had to be deducted from 
the purchase price of the property before de­
preciating the balance, but which was added 
back to the cost a year or so later when the 
law again changed) should be taken into in­
come over the life of the property. Others in­
sisted that the credit should be reported as 
income in the period in which the credit 
“vested;” that is, when the credit would not 
have to be repaid even though the property 
was disposed of. For equipment with an eight­
year or longer life, this resulted in the credit 
being picked up one-third at the end of each 
of the fourth, sixth, and eighth year of the as­
set’s life. Still others demanded that the credit 
be taken to income immediately. Perhaps a 
bit late, the Accounting Principles Board of the 
American Institute of CPAs attempted to set­
tle the matter by issuing its Opinion No. 2, but 
the desired result was not achieved. A little 
later the Board altered its position, which was 
set forth in Opinion No. 4, and the arguments 
gradually receded.
Debates on the subject disappeared entirely, 
of course, when the investment tax credit was 
repealed. Now that the Revenue Act of 1971 
again provides for such a credit, we may once 
more find that the proper method of accounting 
for the credit is not entirely clear. The Account­
ing Principles Board, in what was possibly an 
attempt to take action before those members 
in practice would be forced to make some 
decision of their own, issued an exposure draft 
on the matter very shortly after the House 
version of the credit (sometimes referred to 
as the Job Development Investment Credit) 
was passed. The Board stated its intention to
(Continued on page 17)
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It is hard to believe that taxpayers today are 
not completely cognizant of the requirements 
of the Internal Revenue Code and U. S. Trea­
sury Regulations with respect to substantiation 
of travel and entertainment expenses. However, 
a number of Tax Court cases have recently sus­
tained disallowances by the Commissioner be­
cause the taxpayer could not prove his expen­
ses were actually business motivated, nor could 
he satisfy the substantiation requirements of 
Section 274(d).
Section 274(d) provides that no deduction 
shall be allowed under Section 162 or 212 for 
travel and entertainment expenses “unless the 
taxpayer substantiates by adequate records or 
by sufficient evidence corroborating his own 
statement” the amount, time, place, business 
purpose, and business relationship of the ex­
penditures made. Section 274 also requires a 
direct or primary relationship between the 
expenditure and the business enterprise. This 
relationship must be substantiated by proper 
records; it is not enough just to prove the ex­
pense was incurred.
A review of the 1971 cases on substantiation 
of travel and entertainment expenses indicates 
that the Tax Court is rigidly enforcing Section 
274. Taxpayers who wish to deduct travel and 
entertainment expenses are going to have to 
put forth the necessary effort to comply with 
the provisions. It seems pertinent to review at 
this time some of the cases which illustrate 
what not to do.
Pleasure Boats
There were two cases during 1971 dealing 
with deductions for expenses incurred in main­
taining a yacht or pleasure boat for the en­
tertainment of customers. One is a Tax Court 
case and the other, a U. S. District Court case 
from Tennessee. In Nichol, North, Buse Com­
pany, the corporate taxpayer acquired a 52- 
foot yacht ostensibly to be used to entertain 
customers.
Although entertainment expenses relating 
to facilities are treated differently than those 
relating to activities, Section 274 requires for 
both categories a direct and primary relation­
ship between the expenditure and the business 
enterprise. It sets forth the same require­
ments for substantiation of such expenditures. 
In substantiating the expenditures for a facil­
ity, it is necessary to establish that the facility 
is used primarily for business purposes (at least 
50 percent of the time). In order to establish 
such use, the taxpayer in the Nichol case kept 
a log containing notations of the business af­
filiation of guests. However, in only a couple 
of instances was there a notation of a business 
discussion or other business purpose served. 
In some instances the log noted that a trip 
was made to entertain bankers and attorneys, 
but there was no indication that any business 
was transacted.
The sales manager, who was a member of 
the shareholder family, testified as to the busi­
ness purpose of the various trips or the other 
entertainment on the boat, but the effect 
of his testimony appeared to be conjecture on 
his part as to what might have been discussed. 
The Court held that the evidence was not suf­
ficient substantiation to prove the yacht was 
acquired primarily for business use. The log 
neither established that specific business dis­
cussions took place on each occasion, nor did 
it clearly establish that the active conduct of 
business took place during the business trips. 
Furthermore, the log did not establish that 
the personal use of the boat was less than the 
business use. The case is a little peculiar 
because the amounts in question are for the 
year in which the boat was acquired. It was 
acquired too late in the boating season to get 
very much use before time to store it for the 
winter.
A District Court in Tennessee reached a 
different result in McAdams v. U.S.
In McAdams the company was deducting 
only the operating expenses and depreciation. 
The boat was owned by the company and was 
used only to entertain customers or potential 
customers. The company officer who piloted the 
boat had his own boat to use for family mem­
bers and personal friends. No food or beverage 
expenditures were claimed. The government 
contended that the substantiation requirement 
of Section 274(d) necessitated a separate 
breakdown of the amounts expended for each 
guest. The District Court held for the taxpayer. 
A log was maintained recording the names of 
the guests and the date of entertainment. The 
items for which deductions were taken, such 
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as depreciation, maintenance, fuel, and insur­
ance, did not have to be allocated to each 
guest, according to this Court. The use of 
pleasure boats to entertain potential customers 
was an accepted business procedure in the 
community and the company was able to estab­
lish the exact amount of annual sales which 
were the direct result of the “soft sell” tactics. 
The District Court found this evidence suf­
ficient to establish the necessary business con­
nection.
The issues were slightly different in the two 
pleasure boat cases summarized above. The 
McAdams were able to prove by outside evi­
dence that the only use of the boat was for 
the entertaining of customers, and they were 
also able to establish the business connection 
without written memoranda indicating business 
discussions or transactions which took place on 
each use of the boat. In the Nichol case, no 
established business practice was shown; there­
fore, the memoranda with respect to each trip 
needed to be more specific and complete in 
order to establish the business relationship. 
However, the different result in the two cases 
might be an indication of a much more restric­
tive interpretation of Section 274 by the Tax 
Court than in the other Federal courts.
Entertainment
Other 1971 cases which involved disallow­
ances due to lack of substantiation under 
Section 274 dealt with entertainment activities 
and club dues and charges. For example in 
Martin Grossman, TC Memo 1971-233, the tax­
payer deducted all the expenses for a Bar 
Mitzvah for his son and a “sweet sixteen” party 
for his daughter. Although the evidence estab­
lished the amount of such expenses, there was 
no evidence offered indicating the business 
purpose of the parties or the business relation­
ships involved. The taxpayer was a tour direc­
tor and purportedly invited prospective cus­
tomers to the parties. He entered into evidence 
a notebook listing the people who had been 
invited, but there was no way to relate this 
information to any business purpose or to any 
active conduct of his business. The House and 
Senate Committee reports, published at the 
time of the adoption of Section 274, stated 
that, where a large group of persons are en­
tertained or where the distractions are sub­
stantial, the cost will only be deductible where 
there is a clear showing of a direct relationship 
to the active conduct of the taxpayer’s trade 
or business. Business promotion must be the 
predominant purpose of the entertainment.
The Zimco Electric Supply Company case, 
(TC Memo 1971-215), concerned the substan­
tiation of deductions for country club dues 
and charges incurred at the club. The club had 
not been used extensively by anyone during the 
year in question, but at least half of the charges 
which were deducted on the taxpayer’s return 
were signed by the company president’s wife or 
by his eleven-year-old son. The dues and 
charges were disallowed to the taxpayer and 
were held to be dividend income to the com­
pany president.
The charge slips when originally reviewed by 
IRS agent had no notations as to whether they 
were personal or business expenses. Later the 
company president made notes on the tickets 
indicating the persons entertained and their 
business relationships; all were customers of 
Zimco. The Court gave very little weight to 
these notations or to the testimony of the 
company president, since neither the evidence 
nor the testimony was made contemporaneously 
with the events. The Court held that the tax­
payer failed to meet both the substantive re­
quirements of 274(a) and the substantiation 
requirements of Section 274(d). It simply was 
not established by the taxpayer that the club 
was used primarily in furtherance of the busi­
ness of Zimco.
In Herman Marom, TC Memo 1971-232, a 
home improvement commission salesman was 
denied virtually all of his entertainment and 
travel expenses. This case is the first where the 
taxpayer could not substantiate the amounts 
of the expenses, nor could he substantiate the 
business purpose of the expenditures or the 
business relationships of the people enter­
tained. The Court admitted that under the old 
law, before Section 274, they could reason­
ably assume that he would have been required 
to make some business trips for the purpose of 
attending home shows and also that he would 
have to buy business lunches for sub-contrac­
tors and suppliers. However, in view of the 
rigorous requirements of Section 274, there 
can be no relief under the old law where 
reasonable expenses were allowed. Section 274 
was clearly intended to do away with the rules 
in effect prior to its passage.
The Marom case also points up the fact 
that cancelled checks are not adequate substan­
tiation of expenses. There must be further 
evidence tying the expense to the specific 
event for which the expenditure was made. 
The taxpayer in this case had not saved any 
bills or airplane tickets, and there was no way 
to tie the travel expenditures to the hotel 
expenditures, either from a date standpoint or 
to a business meeting or trade show.
A CPA got in trouble over country club 
charges (George W. Randall, 56 TC No. 67). 
He did not maintain a diary of the charges 
incurred at the club, but he did note on the 
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charge slips at the time he received his month­
ly bills whether the entertainment was business 
or personal. The CPA submitted a list of the 
persons for whom the expenses had been 
incurred, but the list was not admitted as evi­
dence because it had not been contempor­
aneously prepared. It was admitted as testi­
mony. The Court recognized the fact that CPAs 
and other professionals cannot advertise and 
must therefore participate in socially-oriented 
organizations as an aid to securing clients. But, 
the Court did not find that it necessarily fol­
lows that the expenses so incurred are busi­
ness rather than personal.
The taxpayer then contended that the ex­
penses should fall within the business meal 
exception to Section 274(a), but the Court 
cleverly surmised that “the circumstances 
normally attending the '19th hole’ and the 
‘gin rummy table’ cannot be regarded as the 
type of circumstances generally considered as 
conducive to business discussion.”
A manager of a weekly magazine ran into 
similar difficulties with entertainment expenses, 
although he had maintained a personal cash 
diary. The taxpayer was also a playwright and 
claimed some entertainment expenses in con­
nection with these activities. Only the ex­
penses incurred in connection with his em­
ployment on the magazine were disallowed 
under Section 274(d). Although the taxpayer  
submitted account books which documented 
on a daily basis his expenditures, the account 
books did not specify the place of the enter­
tainment, the business purpose, or the rela­
tionship of the persons entertained to the 
magazine for which the taxpayer worked. 
The oral testimony did not correct this situa­
tion. This case points out that oral testimony 
may be used to substantiate deductions, but 
there should be some testimony by a witness 
other than the taxpayer. (Norman E. Kennely, 
56 TC No. 72)
A review of these decisions indicates that 
the documentary evidence used to support 
entertainment and travel expenses must be con­
temporaneous, and it must be complete. Many 
taxpayers are guilty of making the briefest 
notes on an American Express ticket or desk 
calendar, and trusting to memory the business 
purpose of the meeting or the business re­
lationship of the person entertained. But trust­
ing to memory such important details is not 
going to satisfy the Tax Court, and legitimate 
deductions may be lost.
It is also important in documenting the use 
of clubs, boats, and other facilities to document 
the personal use of such items sufficiently to 
clearly establish that the facility was used 
more than 50 percent of the time for business 
purposes. Otherwise, business deductions for 
club dues, boat operating expenses, and other 
such maintenance-type expenditures are not 
going to be allowed even though charges for 
specific occasions may be allowed.
THEORY AND PRACTICE
(Continued from page 14)
take into consideration any changes in the 
provisions of the law as finally enacted that 
might differ substantially from the provisions 
of the House bill. This exposure draft (dated 
October 22, 1971) required that the credit be 
used as a reduction of income tax expense over 
the periods in which the cost of the property 
was charged to income. This is a reflection of 
the Board’s view that the credit is in sub­
stance a reduction of the cost of the property 
that results in the credit. Further, the “tax 
credit is not viewed as resulting in a reduc­
tion of income tax expense prior to the time 
the cost of the related asset is charged to in­
come.”
Subsequent to the issuance of this exposure 
draft, the Senate-House conference committee 
reached agreement that may have a great in­
fluence on the eventual treatment of the credit. 
For this committee included in the law a 
provision that, for purposes of making financial 
reports to Federal agencies, the taxpayer may 
account for the credit either currently in the 
year in which the credit is taken as a tax re­
duction or ratably over the life of the asset. 
Whether this provision in the law was inten­
tionally included as a means of overruling the 
Accounting Principles Board is not known. Nor 
is the outcome of the matter in sight at this 
time. The conference committee report in­
cluded the statement that their decision “in­
cluded not only reports made to the Federal 
Government, but also reporting to stockholders 
to the extent any Federal agency has the au­
thority to specify the method of such report­
ing.” Once a method is selected, the same 
method must be followed consistently unless 
permission to make a change is secured from 
the Treasury Department.
Once more, therefore, we are faced with 
two authoritative sources expressing differing 
views on the subject. At the time of going to 
press, the matter is not settled, and this editor 
would not presume to predict which view 
will ultimately prevail. Readers are cautioned 
to make inquiry before attempting to apply 
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Financial Control of Multinational Operations; 
Edward C. Bursk, John Dearden, David F. 
Hawkins, Victor M. Longstreet; Financial Ex­
ecutives Research Foundation, New York N.Y. 
(Paperback) $6.00.
This incisive study of financial control sys­
tems in multinational operations has several 
important objectives:
(1) To describe methods of financial con­
trol currently employed in multinational com­
panies by analyzing basic similarities and 
differences between domestic and foreign op­
erations,
(2) To evaluate the effectiveness of these 
control systems, and
(3) To recommend new and improved 
methods of control.
The authors of the study are outstanding 
scholars and teachers with extensive consulting 
or staff experience in multinational operations; 
and their understanding of the subject is evi­
dent throughout the book.
Broad definitions of the financial control 
concept and the objectives of control systems 
are stated at the outset. Financial control is 
defined as a process that enables management 
to judge how effectively and efficiently com­
pany resources are being used in achieving or­
ganizational objectives. Control systems, 
whether domestic or foreign, have three dis­
tinct objectives—communication, evaluation, 
and motivation.
The authors conclude that control systems 
are usually similar for both domestic and 
foreign subsidiaries because both systems 
serve basic corporate objectives. However, 
problems arise because techniques of control 
administration do vary. These differences can 
be minimized if those responsible at head­
quarters and in the subsidiary clearly under­
stand the system’s objectives.
The authors employed several methods to 
gather data on current practices in financial 
control. A comprehensive questionnaire was 
mailed to the top financial officers of 98 multi­
national corporations. In addition, a companion 
questionnaire was sent with a request that it 
be forwarded to the two foreign operations 
each company believed typified its financial 
control system. Direct interviews, seminars, 
and a literature search completed the data 
gathering process.
The description of current control practices 
and a discussion of environmental factors (both 
internal and external to the corporation) which 
should be considered in the design of an ef­
fective system comprise an important segment 
of the book. Much useful information is pre­
sented in this section in a concise format for 
easy reference.
The two most significant chapters present 
recommendations for improving present finan­
cial control systems in multinational corpora­
tions. The authors delineate major problem 
areas and, where possible, make specific re­
commendations for improving current prac­
tices.
This book is highly recommended reading 
for financial officers, managers, auditors, and 
accountants involved in control systems which 
are multinational in nature. Individuals as­
sociated with firms planning to enter inter­
national operations in the future will find the 
book a valuable source of information for de­
veloping effective financial control systems.
Linda H. Kistler, CPA
Lowell Technological Institute
“Compensating the New-Life-Style Worker”, 
Edward E. Lawler III, Personnel, Vol. 48, 
No. 3, May/June 1971.
The difference in values, attitudes, and 
norms of this generation from those of the 
immediately preceding generation are making 
it difficult for organizations to deal with work­
ers who are now joining them in large numbers. 
Compensation practices, as well as traditional 
organization practices in a number of other 
areas, will have to be changed if they are going 
to be compatible with the value and attitudes 
of many of the new-life-style workers.
Although some beginning workers accept the 
traditional Protestant-ethic approach to life, 
others reject traditional values and are com­
mitted to a self-actualizing approach to life. 
Their attitudes demand immediate action and 
results; they are impatient and want to make 
tangible, basic changes this minute. They 
prefer participative decision making, they ques­
tion the basis of authority, and they are 
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skeptical about the traditional wavs of doing 
things. They have an exaggerated fear and 
mistrust of decisions that are open to close 
public scrutiny. Eventually practices will have 
to change to accommodate the preferences of 
these new workers, because business needs 
them now and they represent the establishment 
of tomorrow.
Mr. Lawler predicts some changes that will 
make pay practices more compatible with the 
values and expectations of the new kind of 
employee. Because this kind of worker (who 
doesn't think in advance and lives in the here 
and now) responds best to short term rewards 
and incentives, small frequent raises may be 
preferable to a large raise at a later time. There 
is evidence that the new style worker wants 
to participate in some of the decisions concern­
ing his pay. This includes participation in 
selecting the fringe benefits and, in a few com­
panies, deciding what raises should be. The 
practice of secrecy about management salaries 
is very likely to change as the result of new 
workers on the scene. Because the now-genera­
tion workers are so much more mobile than the 
older workers, they are particularly interested 
in portability of pensions.
Mr. Lawler concludes that the impact of 
the above prognostications will make it a dif­
ficult decade for company managers, especially 
those who administer compensation.
Dr. Patricia L. Duckworth, C.P.A.
Metropolitan State College (Denver)
CPA Review Outline; Emerson O. Henke and 
Walstein Smith, Jr.; Prentice-Hall, Inc., Engle­
wood Cliffs, New Jersey, 1969; 339 pages; 
$9.75.
This rather slim volume is a concise outline 
of topics covered in the Uniform CPA Exam­
ination. It is designed primarily for candidates 
in a CPA review course, although the authors 
assert the book is appropriate without benefit 
of a formal classroom situation. In order to 
gain maximum utility from the text, students 
should have completed nearly all normal under­
graduate accounting courses.
Henke and Smith suggest an approach 
to study which should be followed to obtain 
efficient utilization of this text. They also com­
ment on such topics as developing a proper 
psychological attitude toward the exam, and 
the necessity for building a logical framework 
on which to prepare solutions rather than using 
a rote approach. Further, the authors offer 
some suggestions which should be useful for 
candidates while the test is actually in progress, 
such as working within suggested time limits, 
thinking creatively, organizing solutions, and 
reviewing answers.
The text is arranged in four sections cover­
ing the major parts of the exam. Each segment 
first outlines materials tested in that section. 
Obviously, the review cannot be comprehensive 
in scope, but it may draw attention to areas 
requiring further study. Supplementary refer­
ences in order of priority precede each part. 
An intensive review utilizing these sources will 
enable the candidate to prepare for specific 
topics.
The sections arc further subdivided into 
subjects which may be expected to appear on 
the examination. Following each subsection, 
the authors have furnished a list of pertinent 
questions taken from tests dating back to 1960. 
It is essential that students purchase CPA ex­
amination questions and unofficial solutions in 
order to effectively utilize this text. The sec­
tions on theory, auditing, and practice con­
clude by illustrating a typical CPA question, 
unofficial solution, and grading guide.
Nearly fifty percent of the book is devoted 
to reviewing the commercial law portion of 
the CPA examination.
In general, this CPA review text contains a 
number of valuable features. The classification 
of exam questions according to the main issues 
involved is helpful. References and source ma­
terial assist in systematically reviewing the 
principal subjects covered in the examination. 
The book’s organization is probably its strong­
est asset because it enables candidates to pre­
pare for the exam in a logical and efficient 
manner.
The principal drawback of CPA Review 
Outline is its disproportionately strong em­
phasis on the business law segment of the 
examination, especially since the authors main­
tain that the law portion is not intended to be 
a complete coverage of materials. Legal as­
pects of accounting comprise a relatively minor 
portion of the total CPA exam, and the em­
phasis on law seems unwarranted in a book 
purporting to prepare candidates for the entire 
examination- Further, the purchase of past 
CPA exam questions and answers is essential, 
plus supplementary materials because the text 
contains few actual problem illustrations.
From a pedagogical standpoint, an instructor 
might find this book useful for preparing class­
room lectures and for keying problems to 
theory. However, this reviewer cannot recom­
mend the text for a self-study program because 
it probably would tend to frustrate all but the 
most highly motivated students.
Linda H. Kistler, CPA 
Lowell Technological Institute
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Over 11,200 successful CPA candidates 
have been coached by
International Accountants Society, Inc.
“If you don’t pass your CPA examination 
after our CPA Coaching Course, we’ll coach you 
without additional cost until you do!”
DONALD R. MORRISON, CPA, 
Director of Education of IAS
Any CPA will tell you it takes more than 
accounting knowledge and experience 
to pass the CPA examination. You must 
know the quick, correct way to apply 
your knowledge, under examination 
room conditions.
How you budget your exam time, for 
example —how you approach each 
problem or question —how you decide, 
quickly, the exact requirements for the 
solution—construct an acceptable pre­
sentation-extract relevant data —and DONALD R MORRISON. CPA
use accounting terms acceptable to the examiners.
That's where the International Accountants Society can 
help you. As of June 1, 1971, 11,247 former IAS students 
who had obtained all or a part of their accounting training 
through IAS had passed CPA examinations. Our cpa 
Coaching Course is proven so effective we can make this 
agreement with you:
"If any IAS CPA COACHING COURSE enrollee fails 
to pass the CPA examination in any state after 
meeting all the legal requirements of the state 
as to residence, experience, preliminary edu­
cation, etc. IAS Will CONTINUE COACHING WITH­
OUT ADDITIONAL COST until the enrollee is 
successful."
The IAS CPA Coaching Course is designed for busy ac­
countants. You train at home in your spare time, at your 
own pace. Most important, every lesson is examined and 
graded by one of our faculty of CPA's, who knows exactly 
the problems you'll face in your cpa examination.
If you need refresher training in certain areas, IAS will 
supply, at no extra cost, up to 30 additional elective assign­
ments, complete with model answers, for brush up study.
You may be eligible for
Gl Bill benefits
If you qualify, you may be eligible for 
Gl Bill benefits. You may start the IAS 
CPA Coaching Course, or the full IAS 
accounting curriculum any time you 
please—there are no classes, no fixed 
enrollment periods. So you can make 
maximum use of the time available, 
starting as soon as you enroll and con­
tinuing right up to the examination 
dates.
Send today for free report
To get the complete story on how you (or some member of 
your staff) can benefit from the proven ias CPA Coaching 
Course, just fill out and mail the coupon below. No 
obligation.
International Accountants Society  
A Home Study School Since 1903  
209 West Jackson Blvd., Chicago, Illinois 60606
Att: Director of CPA Coaching 4F1-254
Please send me your new report on the IAS CPA Coaching Course.
I understand there is no obligation.
Name____________________________________________________
Address Apt------------
 City___________________________________________ ___ ______
 State Zip
Employed by________________________________
□ Check here if eligible for Gl Bill benefits.
Accredited Member, National Home Study Council.
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